Introduction
Annual estimates of use, charges, and program payments are presented for Medicare hospital insurance (HI) beneficiaries discharged from participating short-stay hospitals during 1986. Data are also presented comparing hospitals paid under the prospective payment system (PPS) and those hospitals exempt from PPS. This is discussed more fully in relation to the data presented in Table 5 . Trend data are presented in Tables 1 and 2 . Data are shown for aged beneficiaries (Table 3) , and disabled beneficiaries (Table 4) , by area of residence of the beneficiary. Data are also presented by prospective payment status and by area of the provider (Table 5) . Finally, data are presented for the leading principal diagnoses (Table 6 ) and leading principal surgical procedures (Table 7) .
Trends and patterns of hospital use that affect the amount of Medicare expenditures are identified in this article. As a means of measuring hospital use, a discussion is provided on the annual total days of care (TDOC) rate per 1,000 HI enrollees. Because the annual TDOC rate has direct expenditure implications, it is the most important statistic for analyzing hospital use.
In April 1983, President Reagan signed into law the Social Security Amendments of 1983 . Title VI of Public Law 98-21 established the Medicare prospective payment system (PPS) for most short-stay hospitals certified to provide inpatient services to Medicare beneficiaries. Effective October 1, 1983, prospective payment was aimed at providing incentives to hospitals to control the costs without concurrently reducing the quality of care. Consequently, title VI contained sweeping revisions that radically restructured the payment system by which hospitals are reimbursed for inpatient services provided to Medicare beneficiaries. For the most part, PPS replaced the original retrospective cost-based system. Prospective payment offers incentives for cost containment by setting predetermined rates of program payments for a hospital stay. If the hospital provides services at a cost less than the predetermined rate, it retains the difference.
To assure appropriate quality of care standards, peer review organizations (PRO's) are authorized to review patient cases before, during, and after admission. PRO preadmission screening may reduce unnecessary admissions and surgery; that is, certain conditions and procedures may be channeled to less expensive alternative treatment sites. During the hospital stay, PRO activity may bring about the result of shorter stays and eliminate unnecessary tests and services. Shorter stays may, in turn, lower the risk of nosocomial infection. Post-admission PRO review determines whether the admission was necessary, the treatment was appropriate, and the patient had received quality care.
Section 603(a)(2)(A) of title VI required the Secretary of Health and Human Services to conduct studies and to prepare annual reports to Congress about the impact of prospective payment on the use, cost, and quality of care of short-stay hospital services under the Medicare program. In mandating the annual reports, Congress recognized that the impact of the new payment system should be evaluated over a sufficient period of time to allow for the development of appropriate data, methodology, and analysis. Title VI required reports for fiscal years 1984-87; however, the Omnibus Budget Reconciliation Act of 1986 (Public Law 99-509), subtitle D, part 1, section 9305(i) extended the mandate for annual reports through 1989.
In the Report to Congress: The Impact of the Medicare Hospital Prospective Payment System, 1986 Annual Report, some of the findings show that:
• The number of Medicare discharges and the average length of stay for Medicare patients increased slightly in 1986, after declining during the first 2 years of the Medicare PPS. The discharge rate, however, reflecting the continuing growth of the Medicare population, continued to decline.
• The annual growth rate in total Medicare expenditures, which decreased substantially during the first year of PPS, leveled off (to an estimated 4 percent) during the second and third years of PPS.
• The overall financial status of hospitals has improved under PPS.
• There is indirect evidence that Medicare patients are sicker when they leave the hospital, an outcome that was expected given the emphasis on transferring the locus of care to other more appropriate settings, which are likely to be less costly than hospital care.
• The Medicare case-mix index, which increased sharply with the implementation of PPS, has continued to increase at an annual rate of about 3 percent during the second and third years of PPS. For all Medicare short-stay hospital stays, preliminary data from the Medicare Statistical System indicate that the average length of stay declined from calendar years 1983 through 1985 and then increased slightly for 1986 and 1987. For PPS stays, data show that the average length of stay increased during calendar years 1986 and 1987 (Table 1) . 
Selected data highlights
Presented in Table 2 are trend data for Medicare HI beneficiaries, displayed by the use and cost of short-stay hospital inpatient services. For the period 1972-83, the annual TDOC rate for Medicare beneficiaries discharged from short-stay hospitals increased slightly, from 3,656 per 1,000 enrollees to 3,786 per 1,000 enrollees (Figure 1 ). This pattern reflects the net effect of offsetting trends in the annual discharge rate and in the average (mean total) length of stay (ALOS) per discharge.
• The discharge rate per 1,000 enrollees increased from 302 in 1972 to 387 in 1983, or about 28 percent.
• During this period, however, the ALOS per discharge dropped from 12.1 days in 1972 to 9.8 days in 1983, a decrease of 19 percent. Coinciding with the introduction and implementation of the Medicare PPS, program data for the period 1983-86 show that there has been a significant decrease in the rate of utilization of shortstay hospital inpatient services.
• The TDOC rate per 1,000 enrollees dropped from 3,786 in 1983 to 2,784 in 1986, a decrease of 26 percent. The dramatic decline in the TDOC rate during this period reflects a decrease in both the ALOS (11 percent), from 9.8 days in 1983 to 8.7 days in 1986, and the discharge rate (17 percent), from 387 per 1,000 enrollees in 1983 to 322 per 1,000 enrollees in 1986.
From 1972 through 1983, total inpatient short-stay hospital program payments for Medicare beneficiaries rose from $5.6 billion to $34.3 billion, an average annual rate of increase of 17 percent. Since the introduction of prospective payment, the average annual rate of growth of program payments from 1983 ($34.3 billion) through 1986 ($41.8 billion) slowed to an estimated 9 percent (Figure 2) .
In Table 3 , we examine 1986 data on the use and cost of short-stay hospital inpatient services for aged Medicare HI beneficiaries, focusing on the number of discharges, days of care, total charges, and program payments by the area of residence.
• For all areas, the 8.9 million discharges of aged beneficiaries in 1986 accounted for 77.2 million total days of short-stay hospital care.
• The ALOS for all areas was 8.7 days per discharge.
• The annual TDOC rate was 2,733 per 1,000 HI enrollees.
• For all areas, total charges amounted to $52.6 billion, an average charge of $5,901 per discharge and $681 per day.
• Program payments for all areas amounted to $37.0 billion; average payment per discharge, $4,153, and per day, $479. Among the four U.S. census regions, the Northeast Region displayed the highest annual TDOC rate (3,283 per 1,000 enrollees); this reflected the highest ALOS (10.6 days, or 22 percent above the national average), which more than offset the lowest annual discharge rate (310 per 1,000 enrollees, or about 3 percent below the national average).
In contrast, the West Region had the lowest TDOC rate (2,040 per 1,000 enrollees). This region reflected the lowest ALOS (7.2 days) among the regions (21 percent below the national average) and the lowest discharge rate (281 per 1,000 enrollees), which was nearly 14 percent below the U.S. average.
Among the four regions, the average total charge per discharge ranged from $5,467 in the South to $6,751 in the West, a difference of 23 percent. The West Region had the highest charge per discharge mainly because its average charge per day ($931) was substantially higher (36 percent) than the U.S. average ($683).
• Among the States, the annual TDOC rate per 1,000 enrollees ranged from 1,345 in Oregon to 3,498 in New York, a difference of 160 percent (Figure 3 ). • The ALOS per discharge for aged beneficiaries ranged from 6.2 days in Idaho to 11.9 days in New York (Figure 4 ). • The average total charge per discharge ranged from $3,943 in South Dakota to $9,377 in Nevada, a difference of 138 percent.
• The average total charge per day ranged from $497
in New Jersey to $1,236 in Nevada, a difference of 149 percent.
• The average program payment per discharge ranged from $2,592 in Mississippi to $6,170 in the District of Columbia, a difference of 138 percent. 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 • The average program payment per day ranged from $332 in Mississippi to $707 in California, a difference of 112 percent.
Aged beneficiaries
In Table 4 , the use and cost of short-stay hospital inpatient services are shown for disabled Medicare HI beneficiaries, including the number of discharges, days of care, total charges, and program payments by the area of residence.
• For all areas, the 1.1 million discharges of disabled beneficiaries accounted for 9.7 million days of short-stay hospital care.
• The ALOS was 8.6 days (slightly lower than the ALOS of 8.7 days for the aged).
• The TDOC rate for the disabled (3,269 per 1,000 enrollees) was about 20 percent higher than that for the aged (2,733 per 1,000 enrollees).
• The annual discharge rate for the disabled (381 per 1,000 enrollees) was about 21 percent higher than for the aged (316 per 1,000 enrollees).
• Total charges for disabled beneficiaries ($6.8 billion) amounted to nearly 11 percent of the total short-stay hospital charges ($59.4 billion of all Medicare discharges (10.0 million) were from short-stay hospitals participating in PPS.
• The ALOS for Medicare PPS discharges (8.2 days) was 4.8 days less than the ALOS for non-PPS discharges (13.0 days). This variation may reflect the different case mix seen in non-PPS hospitals (which generally have a longer ALOS) and partly accounts for their exclusion from PPS, and not necessarily a lack of incentives embedded in PPS.
Short-stay hospitals in waiver States-Maryland and New Jersey, and other outlying areas-American Samoa, Guam, Puerto Rico, and Virgin Islands, accounted for 69 percent (0.53 million)of all non-PPS discharges (0.77 million) during 1986.
For Medicare beneficiaries discharged from shortstay hospitals participating in PPS, the average charge per discharge was $5,908, about the same for discharges from non-PPS hospitals ($5,951) .
The regions showed an ALOS for PPS discharges with only small variability, ranging from 7.0 days in the West to 8.5 days in the Northeast Region. Thus, it appears that PPS has had an impact in substantially reducing the regional variation in ALOS that existed prior to PPS.
In Table 6 , the number of discharges, days of care, total charges, and program payments are shown by the 10 most frequently reported (leading) principal diagnoses, which are classified according to the International Classification of Diseases, 9th Revision, .
• The 10 leading principal diagnoses accounted for 20 percent (2.0 million) of the total discharges (10.0 million). • These leading diagnoses accounted for an estimated 15.1 million days of care and $7.5 billion in program payments, representing about 18 percent of program payments. The leading principal diagnosis with the most discharges (482,425) was congestive heart failure (ICD-9-CM code 428.0), representing almost 5 percent 
Sources and limitations of data
The data in this article were derived from the Health Care Financing Administration (HCFA) shortstay hospital inpatient stay record file. This file is generated by linking information from three HCFA master program files for Medicare beneficiaries. Thus, the statistical stay record provides information on the patient, the hospital, and the hospitalization.
The data are based on a 20-percent sample of inpatient stay records. Therefore, the data are subject to sampling variability. Sample counts were multiplied by a factor of 5 to estimate population totals.
The data were extracted from short-stay hospital inpatient records received and processed in HCFA as of December 1987. Therefore, 1986 discharges recorded after that date were not included.
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